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\1ARCH 31. 1997

ACTUAL AS ADJUSTED

(DOLLARS IN THOUSANDS)
<S> <C> <C>
CASH. CASH EQUIVALENTS AND SHORT·TER.\ll"SVESTMENTS........................ $ 207.511 $ 500.217

RESTRICTED CASH FOR PAYMENT OF INTEREST(A).......................... $ $ 89,618

CASH HELD IN ESCROW(B).................................................... $ $ 5.405

CURRENT PORTION OF LONG·TERM DEBT..... $ 112 $ 112
LONG-TERM DEBT:

February 1996 Notes..................................................... 223.080 223,080
April 1996 Notes..... 223,738 223.738
Notes........ 300.000
Vendor Financing Agreement.............................................. 103.833 103.833
Other................................. 7 I5 325

Total long·term debt... 551.366 850.976

STOCKHOLDERS' EQUITY:
Preferred Stock·· Series A. $.01 par value: 100.000 issued

and outstanding; convertible .
Preferred Stock -- Series B. $.0 I par value: 100.000 issued

and outstanding; convertible .
Preferred Stock - Series C. $.0 I par value: 50,000 issued

and outstanding; convertible .
Preferred Stock·· Series D, $.01 par value; 50.000 issued

and outstanding; convertible .
Common Stock, $.01 par value, 55,000,000 shares authorized

and 26,864,511 shares issued and outstanding(c) ..
Additional paid·in capitaL........................................... 430,058
Accumulated deficit..................................................... (52,332)
Deferred compensation................................................... (165)
Treasury stock.......................................................... (345)

Total stockholders' equity............................................ 377,487

Total capitalization............................................ $ 928.965

<(fABLE>

269 269
474,83 I

(8,657)
(165)

(345)

465,937

$ I.3 I 7,025

(a) Reflects the estimated portion of the net proceeds from the Offering to
be used to purchase Pledged Securities to secure the first six
scheduled interest payments on the Notes. See "Description of the Notes
- Security."

(b) Reflects the $5.4 million of proceeds from the Maine Disposition that
is being held in escrow for indemnification or purchase price
adjusunent obligations.

(c) Includes 35,000 shares outstanding as of March 31, 1997 under the
Company's 1995 Employee Restricted Stock Plan. but excludes 2,374,797
shares ofCommon Stock issuable upon exercise of stock options
outstanding as of March 31,1997. See "Management." Also excludes: (i)
the 1,143,904 shares issuable upon exercise of the Warrants; (ii) the
9,090,900 shares of Common Stock issuable upon conversion of the Series
A Convertible Preferred Stock and Series B Convertible Preferred Stock;
and (iii) the 3,529,412 shares of Common Stock issuable upon conversion
of the Series C Convertible Preferred Stock and Series D Convertible
Preferred Stock. See "The Preferred Stock Sales."
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SELECTED HISTORICAL FINANCIAL INFORMATION

The following table sets forth certain selected historical financial
information for the Company as of and for each of the years in the tive-year
period ended December 31. 1996 and as of and for the three months ended March
31. 1997 and 1996. The financial information as of and for each oithe years in
the five-year period ended December 31. 1996 was derived from (he consolidated
fmancial statements and notes thereto of the Company. which have been audited
by Arthur Andersen LLP. independent public accountants. The financial
information as of and for the three months ended March 31. 1997 and 1996 was
derived from the unaudited financial statements of the Company. In the opinion
of management. the unaudited financial statements include all adjustments
(consisting only of normal recurring adjustments) necessary to present fairly
the information set forth herein. Operating results shown in the following table
will not be indicative of future performance due to the capital requirements
associated with the buildout of the Company's PCS System.

The selected historical financial information should be read in
conjunction with "Pro Forma Financial Information." "Management's Discussion and
Analysis of Financial Condition and Results of Operations" and the Company's
consolidated financial statements and notes thereto and other finanCIal and
operating information included elsewhere in this Prospectus.

<TABLE>
<CAPTION>

THREE MONTHS ENDED
MARCH 31. YEAR ENDED DECEMBER 31.

1997 1996 1996 1995 1994 1993 1992

(DOLLARS IN THOUSANDS. EXCEPT PER SHARE OATA)
<S> <C> <C> <C> <C> <C> <C> <C>
STATEMENT OF OPERATIONS DATA:
Service revenues , S 14.084 S 6.996 S 31.875 S 25.384 S 18.903 S 8.228 S 6.235
Equipment sales 5.025 854 7,250 3.928 2.859 1.121 925

Total revenues and sales 19,109 7.850 39.125 29,312 21.762 9.349 7.160

828
1.214
1.187

1.379

574 442
1.010

1.333
1.353

l.S62
832
735

684 5.811 2.394 1,921
694 11.653 3.127 2.391

1.204 9.927 3,596 2.722
1,274 13.301 4,280 3,405

1,810 16.963 4.218 3.651
731 5,887 2.741 2,130 953
881 4.214 2.360 1.543 890

Cost of services 5,428
Cost of equipment sales 11.987
Operations expenses 3,809
Selling and marketing 5,237
General and administrative 7.680
Depreciation .. 8.340
Amortization 1.178

--- --- --- --- --- ---
Total operating expenses ............ 43.659 7,278 67.756 22.716 17,763 7.675 6,617

--- --- --- --- --- --- ---
Operating income (loss) .............. (24,550) 572 (28.631) 6,596 3,999 1,674 543
Interest (income) expense(a) ......... 4,543 (739) (3,175) 1,657 635 46 131
Miscellaneous (income) expense ....... 473 303 1,226 (295) (48) 48 260

Income (loss) before income taxes .
Income tax (benefit) expense ..

(29,566) 1,008 (26,682)
472 (1,654) 2,230

5,234 3,412
1,535 567

1,580
52

152

Net income (loss) before
cumulative effect (29,566)
Cumulative effect of change in
accounting principle. net of tax(b) .

536 (25,028) 3,004

(2,583) (2,583)

1,877 1,013 100

Net income (loss) S (29,566) S (2,047) S (27.611) S 3.004 S 1.877 S 1.013 S 100



Earnings per share:
:-.let income (loss) before cumulative
etfect of change
in accounting principle $ (l.t 0) $ 03 $ (l00l $

Cumulative elfect of change in
accounting principle. net of tax(b) . (.13) (10)

29 $ .19 $ .16 $ 02

Net income (loss) per share $ (1.10) $ (10) $ (1.l 0) $ .29 $ .19 $ .16 5 .02

Average common and common
equivalent shares outstanding ....... 26.812.000 19.899.000 25.087,000 10.281.000 9.765,000 6.317.000 6.289.000

OTHER FINANCIAL AND OPERATING DATA:
EBITDA(c) $ (12,244) $ 4.193 $ (2.466) $ 11,992 $ 7.720 $ 3,469 $ 1.850
Ratio of earnings to fixed
charges(d) 3.9x 5.5x 27.3x 2.1x
Capital expenditures $ 36,209 $ 10.874 $ 233.551 $ 7,661 $ 2.866 $ 1,105 $ 921
Cellular subscribers at end
ofperiod(e) 49.731 40,403 47.617 38.582 28.624 10.590 7,447
Net cellular population
equivalents(t) 737,800 737,800 737.800 732.900 728.200 281,800 277,400
PCS Subscribers at end of period..... 34.886 14.892
Net PCS population equivalents(t) .... 24.293.000 17.460.000 17.460.000
<{fABLE>
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<TABLE>
<CAPTION>

AT DECEMBER 31,
AT MARCH 31,

1997 1996 1995 1994 1993 1992

(1,048)
4.960

(36)
5.983

<C>

1.841
33,374

4.845
36.674

(22.766)
407,007

(DOLLARS IN THOUSANDS)
<C> <C> <C> <C><S> <C>

BALANCE SHEET DATA:
Working capital............ 5200,646 5256.349 $ 977 5 2.710 5 547 5 908
Property and equipment. net 284,713 251,269 18,066 13.262 5,545 5,394
Licenses, goodwill and other
intangibles, net 429,085 402.321 24.904 23,903

Total assets 973.094 947,117 74,330 50.812 10.517 8,721
Long-term obligations ...... 551.366 504,065 29.411 11.030 2.019 2.194
Retained earnings
(accumulated deficit) (52.332)
Stockholders' equity 377,487

<{fABLE>

(a) The Company had interest income of53.3 million and 52.3 million for
the three months ended March 31. 1997 and 1996, respectively. and 517.3
million for the year ended December 31, 1996. The Company had no
interest income for the years ended December 31. 1995, 1994. 1993 and
1992. Excludes capitalized interest of$6.7 million and 52.7 million
for the three months ended March 31, 1997 and 1996. respectively, and
529.0 million for the year ended December 31,1996. During the
construction of the PeS System, the cost of the PCS licenses and the
costs related to construction expenditures are considered to be assets
qualifying for interest capitalization under FASB Statement No. 34
·Capitalization of Interest Cost." Accordingly, management expects that
a majority of the interest on the February 1996 Notes, the April 1996
Notes. the Vendor Financing Agreement and the Notes will be capitalized
during the construction of the PCS System. See "Pro Forma Financial
Information...

(b) During 1996. the Company changed its method of accounting for costs
incurred in connection with certain promotional programs under which



customers receive discounted cellular equipment or airtime usage
credits. Under its previous accounting method. all such costs were
deferred and amortized over the life of the related non-cancelable
cellular telephone service agreement. Under the new accounting method.
the costs are expcnsed as incurred.

(c) EBITDA represents earnings from continuing operations before interest
expense. income taxes. depreciation and amortization. EBITDA is
provided because it is a measure commonly used in the industry. EBITDA
is not a measurement of financial performance under generally accepted
accounting principles and should not be considered an alternative to
net ineome as a measure of performance or to cash llow as a measure of
liquidity.

(d) Earnings were insufficient to eover tixed charges by $36.3 million and
$2.2 million for the three months ended March 3 I. 1997 and 1996.
respectively, and by $56.2 million for the year ended December 31.
1996. Earnings consist of income before income ta.xes. plus fixed
charges. except where capitalized. Fixed charges consist of interest
charges and amortization of debt issuance costs. in each case whether
expensed or capitalized. and the portion of rent expense under
operating leases representing interest.

(e) Cellular subscribers at end of period include 14.216.20.288.25.456.
2\ ,320 and 26.486 subscribers in the State of Maine for the years ended
December 31. 1994. 1995 and \996 and forthe three months ended March
31. 1996 and 1997. respectively. See "The Maine Disposition."

(I) Net Population Equivalents means the estimated population of the
license market area multiplied by the percentage ownership of the
license. The estimated population is based on the 1996 Paul Kagan
Associates, Inc. Cellular/PCS POP Book. The Company owns 100% of each
of its PCS licenses and 100% of each of its cellular licenses. Forthe
years ended December 3\. 1994. \995 and 1996 and the three months ended
March 31. 1996 and 1997. Net Cellular Population Equivalents include
441.900.442.000,442.200.442.000 and 442.200 population equivalents.
respectively. from the Company's Maine market areas. See "The Maine
Disposition."
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Dollar Days

Sale of FCC Licenses
In Several States Nets
Budget Pocket Change

Public Airwaves vVent Cheap
After Congress Pushed
Agenc\' for Fast .-\uctions

ylcLeod Bags Four for $4-

By BRYA:-< GKl'LEY
Staff Reponer 0" TilE WALL S....n:F.T J Ol'R",\L

CEDAR RAPIDS. Iowa - Clark :\lcLeod
loves grabbin~ a cheap cafeteria lunch at
his companys new headquarters here.
One recent afternoon. he paid onIv S4.S0 for
a generous slice of cheese pizza. a barbe·
cued-beef sandwich and coffee.

But Mr. ~lcLeod g'ot an even better deal
in April when he bought g-overnment li·
censes to use the
public alrwaves. In
a Federal Commu
nications Commls,
sion auction.
:\lcLeodUSA Inc.
was the high bidder
for licenses to offer
wireless communi·
cations to 15 million
people in four
states.
_ The price: Four
blieks.

That's right. Clark McLeod
McLeodUSA paid 81
for each license giving it permission to
serve most of Iowa. Wisconsin. Minnesota
and Nebraska. The licenses will play their
part in Mr. Mcleod's big plan to sell
bundled local and long·distance telephone.
cellular. paging and Internet services
across the upper Midwest. Bryce Nemitz. a
company vice president. deadpans: "Our
CFO guaranteed we could double our
money."

:\lcLeodUSA's gooa fortune IS now the
subject ot spmted debate In Washmgton.
with pollcymakers torn between the duel
Ing' goals of fostering- compellllon In tele
commUnications and balanClnl:;- the federal
bud~et. While no one doubts ~lr. :\lcLeod
will fuel compelltlOn - he sold his iirst
company to MCI CommunlcatlOns Corp.
for S1.25 billion - they protess shock and
dismay that anyone could buy an FCC
wIreless license for less than the price of <l
g-allon oi g-<lsolme.

Thirteen pnor FCC auctions ot rig-hts to
use electromag-ne£lc spectrum garnered
523 billion In bids for -l,U:! lIcenses - or
about 55,1 million il license. Winners
have poured more than S10 billion into the
U.S. Treasury, WIth more to come,

But the latest auction lool\s more like a
fire sale. CongressIOnal budl!eteers ex
pected It to fetch Sl.S billion. but bidders
offered just 813.6 mtllion for l28licenses-a
measly average of S106.000 apIece. Bar
gains abounded. BellSouth Corp.. the At
lanta·based Baby Bell. snagged licenses
for Kentucky. Tennessee and the Carolinas
for just 81.002 each. And. like McLeodUSA.
two other companies paid S1 each for other
MiSSOUri. Minnesota and Wisconsm li
censes.
Budget Hole

"It was just a comedy of errors.
complains John McCain. thp Arizona Re
publican who chairs the Senate Commerce
Committee.

Congress hurried the auction because it
wanted to plug a hole in the budget. This
meant potential bidders didn't have time to
develop business plans and line up financ·
ing. Telecommunications-equipment
makers weren't sure what to build or what
to spend. because the FCC didn't designate
the spectrum for a particular use. Mr.
McLeod and other lucky bidders took ad
vantage.

For decades the FCC parceled out
spectrum via "comparative" hearings that
took years and at lotteries that handed
winners free licenses that they frequently
resold for windfall profits. But in 1993
lawmakers decided auctions would deliver
spectrum to worthy competitors more
quickly. while raising more money for the
government.

Now CrItiCS contend so much spectruf!)
has been shopped that its market value IS
falling. and thev sa\' future auctIons COUld,
reap fewer and fewer deficit-cuttlOg do!:
lars. That could be a proolem because the
balanced-budget deal cut by Congress and
the Clinton admmistratlOn expects spec
trum auctions to raise 526,3 billion over the
next five years,

Television broadcasters. worried be'
cause the bUd~et deal also targets some of
their eXisting spectrum for auctlOn. are
telling lawmakers that auctions have run
their course, (Separatel\,. broadcasters re
cently were awarded free llcenses to beam
digital signals - a move ordered by Con
gress and blessed by many lawmakers.
Sen. McCain eXCluded. who now complain
the latest auction raised too little cash.)
'Create Scarcity'

Cellular·phone-service companies that
won in prior auctions complain that falling
prices have devalued their licenses. This
makes it harder for them to raise capital
for their Wireless systems. which in turn
delays competition. they say. They want
Congress to have the FCC allot spectrum
more slow lv_

At a recent Washing-ton soiree. Mimi
Dawson. a lobbvist for Motorola Inc.. the
big wireless'communlcations company.
flashed her diamond ring and said. "You
see this': It WOUldn't be worth a dime If
DeBeers Ithe South African cartel I put
their diamonds on the market the same
way we're puttlOg' spectrum on the mar-

Please TIl1'll to Parle A.LU, Column I

\
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answered "ves." He entered three more
bidS and. by the tlme he logged ott. t~
loll·call bill was about S30.

For the next week. Mr. ~iolof cbeck,
periodically te see If he needed to raIse l
bids. Instead. he found that rIVals he h
expected to btd were dropping out. Wh
(he FCC ended the auctlon AprIl 25. no a
had topped hiS SI olters.

A beamLn~ Mr. Moiol burst Into ~

~lcLeod's office with the good news.'Fc
dollars for 15 mlilion customers." he sa
"~liSSlon accomplished." They slapp
high-fives and Mr. McLeod handed A
Molot tour one-dollar bills. He is havl
them tramed.

The company has yet to receive
tormal licenses. but tile FCC recently Sl
something else Just as welcome: a ref~

of 53.004.996.
~!!!!!!!!!~

Btl a W -l,CL 'srIlE,.:T' J{H·n .... "'L. .sta,It Rc-porter

CHICAGO - Anew survev said more
l.'.5. manuiacturers plan to Increase
hlrln2' thIS vear. reflectm2' continued
,trengtn 10 the U,5. Job marKet.

The stuav. by Grant Thornton LLP.
Chlcag-o. said 59("', of U,5. manufacturers
plan to add fulI·tlme. permanent produc'
tion empiuvees thiS vear. up irom W', a
year eartler. About J2'~ sav thel' plan to
keep [ull'llme stair size the same. while
7-; plan to cut oayrolls.

The stUd\' pOllffi execuuves from 25i
I' ,S. manutacturlng- compames with an·
nual sales between S\O millIOn and SSOO
ITIlllton.

'l'nder present economic conditions.
manufacturers are increasing capacllv
and hiring new worKers." said ,"'artIn E.
Cooperman. director of Grant Thornton s
manulactunng;dlstribution group.

The survev lound that il~, of execu·
lives say theyre "optlmistlc' about the
U.S. economy. while 3'7, say they're
peSSlmlStlC and 26<;; are uncertam.
:\earlv i5c( of manutacturers saId profits
for 199i WIll rISe above last year!
levels - up irom 60';, a year ago and 57"
In Aprtl of 1995.

Asmaller percentage. about ti3ch. sal(
1996 earnings would also exceed the PrlOI
year's levels.

Hanuiacturers Planning
Jlore Hires. .survev Says

I Morgan Stanley. Dean Witter
I NEW YORK - Dellll Witter. Dlscovel

Co. and Morpn Stllllley Group inc. Sl
yesterday that they Ilave completed th
S10.2 billion merger.

The stock of tlle combined firm. wh
WIll be known as Morpo Stanley. De
Witter. Discover /I< CO.. started tradi
yesterday under the symbol "MWO,"

~lorpn Stanley Group and De!n ¥
(er. Discover announced in February t
they planned to merge. creating the t
gest secul'lttes lirm in terms ot mar
capltalizallOn.

Separatelv. Standard & Poor's Cc
said tt has raised the long-term senior d
ratlngs of the tormer Dean Willer. I
cover to single-A-plus from single-A.
the same time. S&P affirmed the smgll
plus long·term senior debt ratings of

trenched lucal phone eJI110anleS, \uw reu' I normallv laKes a Year '!r more, In Febru- ,
Oiled with seven execullves wnu nelped , .W,-, the i\!!encv comoletea rules that let
oUiid Telecom..L:iA, he allns 10 creJle a I Illdders use llrwaves Il)r almost every, I'

',uper regIOnal carr:er Ollenn!! ,-'ne·stuo thJn2'. lrom hl2'h'soeea Internet transmls, I

~hone servtce - oundl102' lucal. long diS' I Sions to Wireless cable f\', Onl\' mobile'
lance. paglilg. Internet ana uther sen', phone serVice was limited. because UI
Ices - In 12 Midwestern Slates. lOCUSlo2' on notenuallnterlerence with another band at
,mall and mIdSize {Qwns, ThiS lS an area spectrum,
11( Ihe countrv the DIg- 2'u)'s could care less Cellular companIes and lelecommum·
:Ibout. he savs. callons-equlpment maKers obJecled 10 Ihe

The "bi2' KUYs are U S West [nc" llnpreclse rules. sa\'102' lhev couldnt de- ,
the Denver·based BaD\" Bell. and ."'men· , termlile whal tyPes oi equloment thel' II
tech Corp .. the ChICJg-o'basea Bell. ~Ir, (lug-ht to bUild or at wnat cost, Thomas I

,\(cLeod JOKing-tv cails L: S lVestOlno. I 'Sheeler. preSIdent at lr,e Cellular Tele'
fur dinosaur, ana a drawlOl; In .\Ir, :-ie' communtcatlons lndustrv .-\SSOClatiOn. J

I mliZ s olflce shows a IOnl',neeKec dinosaur iOObYIng- group, savs tOe FCC ne!!lected ItS
labeled "U S West '.\"::11 Its h('aa stucK 10 l'esponslOllIrv, 'I: s the Iree·marKet ap-
:ts postenor. .-I. spOKeswoman tur L' S West I uraach g-one havwlre. he says.
says Its 'Just hne It cumpetltors tnmK of Charrtf,an Hundt defends the FCC's
us that wav: tl :ne1ns the\" II be olf I hands-off approacn. With more time. aI' I,
g-uard." ' , fected Industries COUld haI'e developea II

,lcLeodUSA has vel to POSt an annual clearer plans. he sal's. Out adds. ,,[ don't II
profit and last year had a loss of S22,3 thmk the g-overnmem snouJd tell mdustrv II

million on revenue of ~~1 million, But ~r. how to use spectrum. The FCC chose nOI II

~lcLeod savs he IS iocusmg on market to set mlntmum bids for the auctIOn. partll' II
share. He'says the eompany has won because officials thought It would discour' II
customers on 2ire of the busmess·tele- age bidders and. contrary to Cong-ress s II
phone lines In Iowa markets It has In- orders. leave a lot of unauclloned licenses. II
"aded. and on 1ire In the IllinOIS ewes A[sO. FCC officials sa I' It would have been 1/
where It competes. chlellv b~' reselling difficult to set mlnl/llums lOr licenses 10 Ii

service purchased at whOlesale rates from dozens of different U.S. markets. II·'
1..' S West and Amernech. ~Ieantlme. the On Feb. 5. :o.1ichele Farquhar. then·
,company IS bulldmg ItS own fiber-optIc chief of the FCC Wireless Bureau. warned 1'-- _
network. and Mr. ~1cLeod predicts profits lawmakers by letter that bidders "may not I
will flow once customers mllrrate to that have had suffiCIent time, , , to achieve a I
system. perhaps by 1999. The plan was successtul aucllon." :>lr, Hundt enlisted I
convmcmg enOUgh to help ~lcLeodUSA wlreless-mdustry lobbvlsts. including Mr. I
raIse SI bHlion In equity and debt last Wheeler. to persuade Conl(Tess to delay the I
year. auction so bidders WOUld have more tlme to ,

~Ir. McLeod's Wireless strateI(\' has prepare. But they dechned. ~Ir. Wheeler
come alon2' more Slowlv. Three years a2'o savs. because tl alreadv was too late to
he asked Keith ."'0- change Congress s mind'.
101. a former Amen· Out in Iowa. Mr. McLeod was 10 a
teCh manager. to quandary. He thought the spectrum surely
explore bIdding m could be used for stauonary local-Phone
an FCC aucUon. Mr. service and perhaps for remote readlO2' of
~Iolof. 39. tracked a ulliity meters. But suppliers couldn't pre'
few auctIOns betore diet With certamty the costs ot equipment
entenng one last needed tor thIS parllcuJar band of spec-
August for licenses trum - leaving "a hU2'e hole" in the busI-
to proVIde "per' ness plan. Mr. Molot says.
sonal commumca· Mr. McLeod figured other potential
ltons servIces." a bidders faced the same problem. so Ii·
new generation of censes Just ml2'i1t be a bargam. He decided
wireless phone and -.. to make a few modes! bids. After paYlOg 85
paging semces. a potential customer 10 the prevIOus auc·
The company spent tion. McLeodUSA now expected to pay
532.8 mHbon. or about SSfor each of the 6.5 no more than a penny a customer. "If the
million people its 26 licenses let It reach. licenses were all but tree." Mr. McLeod

MeanWhile. a separate batch of spec· says. "we wanted access to them."
truro SUddenly became available. Last Shortly after 8 a.m. on Apnl 15. Mr.
September. Con2'Tess was seeking fresh Molot sat down at a tourth·floor computer
tunds to complete the fiscal 1997 budget. at McLeodUSA's old downtown headquar·
After consultlOg the FCC. lawmakers or- ters. He had WIred the FCC a requIred
dered an auction of unused spectrum good-faith payment of S3.005.000. although
vaguely desi~ated for "wireless commu' he really didn't expect to bid more than
mcations servIces.' The Congressional S150.000. Just before tile computer dIaled
Budget Otfice predicted thIS would raIse the FCC aucuon computer. a message told
Sl.S bIllion - but to be counted in the ~lr. Molof hiS toll call would cost S2.30 a
budRet. the money had to be In the Trea- minute.
sury by Sept. JO. 199i. So Con2'1'ess told the A gnd appeared. listmg cities and
FCC to auction the spectrum bv Aprtl IS. regIOns where licenses were available. Mr.

This nve the FCC about live months to ~lolot moved hiS cursor to "~lilwaukee.'
Wrtte auction rules and deCide what the and mserted the numeral "l" In the "bId
SDectrum could be used for. a Drocess of amount" column - ior 51. TWice the com-

Prentiss Acquires a Development I
,DALLAS - Prentiss Propenies Trust

said it acquIred a slx·bullding mdustrlal I
developmel1l III suburban Los Angeles for I
'li,3 millIOn. I

The real'estate ll1vestment trust said It
plans to renovate Clnd expand the property. I
which currently totals ~titi.70S square feet I

Sale of FCC Licenses Nets Pocket Change
:>;---------------------------

~ '11/lfllllWII t'rl'llt rust fJ(/f1('

"<'1, ln,ln IIHenww, she Cldds: '[f ',1ll1

,.. Inl !fJ (reClle \jlUe, "au "e IWI to creale
" llTltV,

~en, ~lcCam .llld other lawmaKers
,"'Tee. and the\, .Ire prepartn~ let(lslatlOn
;',-,qlllrtnK the FCC to set minimum bids and
'Imlt the numcerut ClUCHons held In a I;l"en
:Ime pertlXl, ,:iellClrately. the F'CC and the
JlJsllce DepClrtment are mvestllraun2' that
,nd uther ClucHons [or oosslble IlIet(al
'oid-~Ig-nalmg, ,lcLeodU5A IS une at manv
',:dders to recel\"e Jusllce Deoartment re- ,
,Ilests LOr Intormatlon. fhe compan\, de· I

";es clnl' wrung-aOlng-,! Con2'1'ess Isn l
"el" LO O\'UlUrn Ihe last aUCllOn. but In

'ne tuture, I'"~ ',e !!Ol to maxltTIlze the
'"due at thiS puollc asset. ' Sen ),lcCam
'llVS.

'But FCC Chairman Reed Hundt can·
cends limiting- auctions would also limit
t'ompetltlOn, He says the cellUlar industry
wants to slow down auctions because 'It'S
not an IOdustry that loves seemg more
competltors. And he argues that money
~enerated bv auctions IS less Important
than the fact that more than 5iO ilcensees
ha ve permiSSIOn 10 offer new services at
!awer prtees.'.\lcLeod's ilcense IS a cheap
ticket to ride the InformatIOn highway. '
\Ir. Hundt says. 'He'll hire people. hell
pay taxes. hell create an entrepreneurial
venture. What's not to liKe?"

:-.Iothinll' at all. tf you ask Mr. ~lcLeod.

'What an eXciting tlme." sal's the SO-year'
"Id executlve. strldm2' throu2'h hiS head·
ijuarters at a pace Just short ot a Joe:. With
the company payroll mlOg SIxfold to UOO
workers 10 the past two vears. employees
have been trIpl102' up m cramped ot"fices
,cattered throug-hout II butldmg'S 10 down
town Cedar RapidS.

:-.low. amid stacKs of boxes and the
smell of fresh pamt. about 1.000 are mov
109 into a new complex that sprawls across
a former corntteld outSIde town. It boasts
ItS own POSt office and health club. and an
acre-sIzed room of office CUbicles marked
wilh color·coded. made-up street ad·
dresses. Mr. ~lcLeod's office. With a desk

•__ he bought at J.C. Penney In [985. is at the
corner of 11th Avenue and lith Street. But
he says. 'I feet like somebody picked me
up and put me down lo heaven."

He has been there betore. In 1980. the
former hlgh·school teaCher and two pals
started a company that became Tele
com*USA, the nallon's fourth·lal'2'est
long-distance carner. When ton2'-distance
giant MCI bougnt II in 1990. Mr. McLeod
walked awav wllh SSO mIllion. "Once you
taste that klOd of accomplishment." he
says. "you want to taste It agam."

Havin2' mastered long·dlstance servo
ice. he deCided to compete agamst en·
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1. Spectrum Prices 75% Lower Than C Band Auction

The FCC's auction of the last three personal communications services licenses ended on

January 14, 1996. In this report, we provide an analysis of the outcome of the auction.
In our view, four developments with broad implications for operators and equipment

providers bear mentioning.

D/E/F Band pes Auction Results In Lower Spectrum

Prices But Another Win For CDMA Proponents

u.s. Telecommunications

Telecommunications Services
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D/E/F Bands Personal Communications Services Auctiol

Produces $2.5 Billion or $10 Per Pop

The Federal Communications Commission (FCC) completed its auction of the last thn

blocks of personal communications services licenses when the auction ror the D, E and

band licenses ended on January 14 after 276 rounds. The FCC raIsed just over $2

billion in the auction. which works our to $9.97 per 30 MHz pop tor all three license

Since these licenses only allow the use of 10 \1Hz of radio spectrum, versus 30 MHz ft

the A, Band C band licenses, we adjust this to arrive at a price per 30 \1Hz pop.

Specirum Prices Dtop 75% Ftom C Band Auctiun in May

The gold rush a:mosphere rha-c pervaded the C band auction which ended in May, 19'
did not carryover to the DlilF banos auction, with the price per 30 \lHz eqUivalent p'

falling 75% from the 540 palO bv the smail company partiCipants III the C band, to or

$10 in the D/E/F bands aUC:lOn. This is also down roughly 35% rrom the A and B ba

auction held in 1995, which was dominated by the major U.S. telecorn carriers. We ~

two factors behind the crash In the market for radio spectrum:

> First, most of the major U.S. telecom carriers that wanted a wireless telepho

license either already held one of the tWO cellular licenses in their markets,

had success~ully bid for licenses in the AlB bands auction. As we note later,

the few markets where tWO or more major telecom operators did actiVI

compete, license prices reached record highs.

> Second, we believe that the difficulty many of the C band auction winners t
in raising financing has diminished the appeal of the business to others tl
fear they may nat have access to the capital markets if they did win licens

By our count, C band participants have filed with the SEC for offerings

raise <-'ver $700 million in equity and $700 million in debt. Despite the f
that :lome of these companies initially filed last summer, none have yet

successfully raise any public capital.

C Sand Winners Have Yet To Raise Public Capital

NextWave Telecom
General Wireless
Pocket CommunicatIons
Chase Telecom

Total

Proposed
Ticket
SURF
GWIA

CTEL

Initial
Filing Date

6/10/96
6/28/96
8/29/96
10/2196

Equity
(mils)

$300.00
$189.75
$172.50

$80.50

$742.75

Debt
(milsl

$400.0C
$220.0C

N/I
$105.0C

$725.0(

Source: Securities alld Exchange Commission and SBC Warburg [IIC.
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0, E and F Auction Prices Surprisingly Low

PERSONAL COMMUNICATIONS SERVICES (pes)

DoDaldsoll, LafJda aJelll'8tte

20Doaaldaoll, LlIf)dllaJeuette

Of the bidders, one-third were new, and they included 70 led by minorities, 50 by women and
167 by rural companies, largely in the F Block. Among the mare interesting new players was
Sprint Corp. on its own rather than Sprint Spectrum, although the latter will manage the Sprint
properties; U S WEST, which also bid at the corporate level, as opposed to via U S WEST New
Vector; North Coast whose principal is related to Charles Dolan. CEO of cable company Cable"
sian Systems (North Coast bid in Cablevision Systems' cable markets as it had in the C Block)
and Rivgam/Aer Force in which investor Maria Gabelli is a principal (Aer Force was a vehicle fc
the F rounds, which require small business status). It is also interesting that Omnipoint and
Western Wireless (WWCA) ended up with 10 MHz each in certain markets where it is unlikely
either would build alone. suggesting a partnership there. WWCA already has a partnership with
Cook Inlet through which it bid in both the C and F rounds. In Sprint's case, the apparent reaso
for the stand-alone bid was that the company is more enthusiastic about pes than its three ca
ble partners (Tele-Communications, or Tel, Comcast and Cox); in fact, there has been recent
publicity about Tel and Comcast's interest in getting out of the venture. With USW the likely ul1
mate merger and then sale of the New Vector properties into AirTouch, the telephone company
will be removed from direct participation in wireless, particularly if U S WEST Media Group. no'
a tracking stock, is spun out to shareholders entirely, which we expect to happen.

The final auctions, the so-called D, E and F Blocks for broadband PCS were awarded on Janu
ary 14 after 275 rounds of bidding, which had begun in August 1996. The ultimate price of $2.5
billion, net of the F Block discounts, for a record 1,479 licenses by 125 bidders amounted to on
$3.32 per pop, substantially below the $27 per pop paid in the C Block last year. adjusting for
the difference in spectrum-10 MHz versus 30-by tripling the latest bid numbers. (In other than
the largest markets. 30 MHz is not often needed, so tripling is perhaps overstating the relative
value). With $10.17 billion from the C Block and $7.73 billion for the A and B rounds,( or $15 pl
pop for 30 MHz wide area A and B licenses) the total bid at auction from all rounds was $20.42
billion (excluding narrowband paging, SMR and other auctions) assuming the government actu
ally collects all the money. There is some concern-particularly with the C Block, which brough
in the most. and where payments are due over time rather than all upfront-that some of the wi
ners will ultimately default. Those licenses would presumably be put up for bid again, but in vie
of the much lower D, E and F round prices and time to market considerations, it is virtually cer
tain that any rebids would be at substantially lower prices. In the recent bids, a 5% down pay
ment was required January 23, with another 5% due when licenses are officially granted
probably very shortly. The rules were changed somewhat this time in some ways to be more lib
eral-Le., that only 25% of the licensed area population has to be built out in five years com
pared to 80% in the first awards: and in some ways to be more conservative-Le., the discount~

and payment terms for the F Black winners are less favorable. The F Block dawn payment is
20% instead of 10%, and the government loans are interest only for only two years, not six as
with the C Block.


